IT 00-0044-3 L 05/18/2000 W THHOLDI NG — OTHER RULI NGS

CGeneral Information Letter: 1llinois incone tax is not required to be
wi thheld fromretirenment income exenpt fromlllinois taxation, but may
be withheld at the request of the recipient. No information return

filing is required.
May 18, 2000
Dear :

This is in response to your letter dated April 11, 2000, in which you request a
letter ruling. The nature of your letter and the information provided require
that we respond with a General Information Letter (AL). A GL is designed to
provide general information, is not a statenment of Departnent policy and is not

bi nding on the Departnment. See 86 Ill. Adm Code 1200.120(b) and (c), which may
be vi ened on our website at
http://ww. revenue. state.il.us/l|egalinformation/regs/part1200.

Your letter states as foll ows:

This letter serves as witten docunentation to solicit State confirmation
regarding specific requirements to wthhold taxes on distributions from
qualified retirement plans and to file Form 1099-R information with the
State.

Specifically, please review the attached docunentati on which serves as our
interpretation of the state regulations governing qualified ©plan
distributions. If you agree with this information, please indicate your
agreenent by signing in the space provided below |If you disagree, please
provide state guidance for wthholding from both periodic and nonperiodic
paynments, including details as to the calculation of state wi thholding tax

and/ or provide Form 1099-R filing requirenents; i.e., magnetic nedia, paper.
I . REQUI REMENTS:

Illinois tax is voluntary. It is not based upon the Federal Tax Wt hhol di ng
el ection. The participant nust request Illinois tax to be withheld. If no
such election is made, then Illinois tax will not be w thheld.

1. WTHHCLDI NG METHOD:

The ampunt of Illinois tax that is withheld is based upon the Illinois Tax
Tabl es.

A. PRETAX DEDUCTI ONS:

Exenption amount: $2,000.00 ~ Number of Exenptions
Marital Status & Exenption Defaults: If the participant fails to file a
wi thholding certificate, withholding is calculated as if the participant
claimed 0O exenptions.

B. W THHOLDI NG TABLE:

LOW RANCE H GH RANCE TAX RATE PREVI QUS TAX
Zero Up 3% Zero
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[11. FORM 1099-R FI LI NG REQUI REMENTS:

I1linois does not require Fornms 1099-R to be filed with the state. A filer
must maintain Forns 1099-R records for a three year period and provide them
i f requested.

I'V. WTHHCOLDI NG OPTI ONS:

WIIl withhold Illinois state taxes according to how the Partici pant Header
Record is set up.

WIIl withhold Illinois state taxes.

WIIl not withhold Illinois state taxes.

WIIl not withhold Illinois state taxes.

WIIl not withhold Illinois state taxes.
RULI NG
Wth respect to your 1. above, Illinois incone tax w thholding generally is not
voluntary. Section 701 of the Illinois Incone Tax Act (“the IITA"; 35 ILCS 5/101

et seq.) states in part as foll ows:
Sec. 701 Requi rement and Anount of Wt hhol di ng

(a) In Ceneral. Every enployer maintaining an office or transacting
business within this State and required under the provisions of the
Internal Revenue Code to withhold tax on (1) conpensation paid in
this State ., or (2) paynents described in subsection (b) shall
deduct and withhold [Illinois inconme tax].

(b) Paynents to Residents. Any paynent (including conpensation) to a
resident by a payor maintaining an office or transacting business
within this State and on which withholding of tax is required under
the provisions of the Internal Revenue Code shall be deened to be
conpensation paid in this State by an enployer to an enployee for
pur poses of [income tax wi thhol ding].

Despite section 701, Illinois incone tax regul ations section 100.7030(c) states:

Wthholding will not be required under this section on any paynent to the
extent such paynent is not includable in the recipient’s base incone.

In general, the base income of an individual is equal to his federal adjusted
gross incone (AG), but nodified by certain statutorily prescribed addition and
subtraction provisions. (See IITA 8203(a)). IITA section 203(a)(2)(F) provides
the follow ng subtraction nodification.

An anpbunt equal to all anobunts included in [federal AG] pursuant to the
provisions of Sections 402(a), 402(c), 403(a), 403(b), 406(a), 407(a), and
408 of the Internal Revenue Code, or included in [federal AGd] as
di stributions under the provisions of any retirement or disability plan for
enpl oyees of any governnental agency or unit, or retirement paynments to
retired partners, which paynents are excluded in conputing net earnings from
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sel f enploynment by Section 1402 of the Internal Revenue Code and regul ati ons
adopt ed pursuant thereto.

Applying the foregoing, then, to the extent that distributions from qualified
retirenent plans are subtracted from federal AG in the conputation of base

income, Illinois income tax withholding is not required. On the other hand, to
the extent that such distributions are included in federal AG@ and not subtracted
in the determnation of base incone, Illinois income tax nust be w thheld as

required by Il TA section 701

Illinois law also allows for a payor and payee to enter a voluntary w thhol ding

agreenent. For exanple, an individual expecting Illinois source income not
subject to withholding may wish to have additional anpbunts wi thheld from other
Illinois income itens subject to withholding. In such cases, Illinois inconme tax

regul ati ons section 100. 7070 provides:

Any individual receiving periodic paynents may enter into an agreenent wth
the payor to provide for wthholding of 1Illinois inconme tax on such
paynments. An agreenent wunder this section between the payor and the
i ndi vidual shall be in witing and shall be governed by the provisions of

paragraph (b) of 86 I1ll. Adm Code 100.7060. The ampunt of tax to be
deducted and wi thheld from each paynent shall be equal to an amount nutually
agreed upon in the witten agreenent ...and shall be considered as a tax
wi t hhel d from conpensation for purposes of ...the Illinois Income Tax Act. A
payor who has entered into an agreenment under this section shall be
considered an enployer required to deduct and wthhold tax ... and shall

accordingly be required to register as a wthholding agent and file the
reports and returns required of all enployers w thhol ding tax.

Wth respect to your I1l. above, the nmethods of conmputation of Illinois incone tax
wi t hhol ding have been set forth at Illinois inconme tax regulations section
100. 7050(b). Section 100.7050(b)(3) states that an enployer may elect to use the
wi thholding tables established by the Departnent. But other nethods of
conputation may be applied. (See 86 IIl. Adm Code 100. 7050(b)).

Il TA section 702 allows the taxpayer a w thholding exenption in an anmount equal
to the “basic anpbunt” as provided by IITA section 204(b) for each personal or
dependency exenption that may be claimed on the federal income tax return under
Internal Revenue Code section 151. For taxable years ending on or after Decenber
31, 2000, the basic amount under |1 TA section 204(b) is $2, 000.

Section 702 of the IITA requires an enployee to furnish his enployer the
informati on necessary for the enployer to make an accurate wthholding of

Illinois incone tax. The Departnent furnishes Form IL-W4, Enployee’'s Illinois
Wthholding Allowance Certificate, for this purpose. If an enployee fails or
refuses to furnish such information, I1TA section 702 requires that the enployer

wi thhold the full rate of tax fromthe enpl oyee's total conpensation

Regarding your 111. above, Illinois does not require Form 1099-R to be filed with
the taxpayer’'s return. However, a taxpayer claimng a subtraction nodification
for distributions froma qualified retirement plan nust furnish with the Illinois

return a copy of page 1 of the U S. Form 1040.
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Section 501 of the IITA regarding books and records required to be nmaintained
provi des as foll ows.

Every person liable for any tax inposed by this Act shall keep such records,
render such statenents, nmake such returns and notices, and conply with such
rules and regulations as the Department may from tinme to tinme prescribe.
Whenever in the judgnent of the Director it is necessary, he may require any
person, by notice served upon such person or by regulations, to make such
returns and notices, render such statenents, or keep such records, as the
Director deens sufficient to show whether or not such person is liable for
tax under this Act.

Il1linois does not nandate any particular records be kept for any certain period
of time. Nonetheless, as indicated by section 501, taxpayers are required to keep
such records for such duration as sufficient to show whether any Illinois incone
tax liability exists.

As regards your |V. above, please see Subpart Q of the Illinois inconme tax
regulations relating to incone tax wthholding (86 Ill. Adm Code 100.7000 et
seq.), and FormIL-W4, Enployee’s Illinois Wthhol ding Al lowance Certificate.

As stated above, this is a GL. Accordingly, it does not constitute a statemnent
of policy that applies, interprets or prescribes the tax laws, and it is not
binding on the Departnent. If you are not under audit and wish to obtain a
bi nding private letter ruling regarding your factual situation, please submt al
of the information set out initens 1 through 8 of 86 Ill. Adm Code 1200.110(b).

I hope this information is helpful. If you have further questions concerning this
G L you may contact ne at (217) 782-7055. If you have further questions related
to the Illinois incone tax laws, visit our website at ww. revenue.state.il.us or
contact the Departnment’s Taxpayer Information Division at (217) 782-3336.

Si ncerely,

Brian L. Stocker
Staff Attorney — I ncone Tax



